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Movember 15, 2007

Ms. Kris Perry, Executive Direcior
First 5 California

2380 Gateway Oaks Drive, Room 260
Sacramento, CA 85833

Dear Ms. Perry:

Final Audit Report on the Children and Familles Trust Fund and Related Accounts
Enclosed is the final report on our financiat audit of the Children and Families Trust Fund and
related accounts, for the fiscal vear ended June 30, 2007. Our audit was performed under
interagency agreement number CCFC 7074, between First 5 California and the California
Bepartment of Finance,

The financial statements were fairly presented in accordance with generally accepted
accounting principles. Because there were no findings or issues requiring a response we are
issuing the report as final.

We appreciaie the cooperation and assistance of First 5 California staff and management during
our audit. if you have any guestions regarding this report, please contact Richard R. Sierrg,
Manager, or Jim Kong, Supervisor, at (916} 322-2985.

Sincerely,

Original signed by Richard R. Sierra for:

Janet I. Rosman, Assistant Chief
Office of Siate Audits and bvaluations

Enclosure

cc:  Mr. Heclor Ramirez, Chair, First 5 Caiifornia
Ms. Terry L. Miller, Chief, Adminisirative Services Division, First 5 California



Prepared %y:

Office of State Audits and Evaluations
Depaﬁmem of Finance

084250023DFR November 2007
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The Department of Finance, Office of State Audits and Evaluations (Finance}, performed this
audit in accordance with interagency agreement number CCFC 7074 between First 5 California
and Finance. The audit includes an opinion on the Balance Sheef and Statement of Revenues,
Expenditures, and Changes in Fund Balance of the Children and Families Trust Fund and
related accounts (Fund), for the fiscal year ended June 30, 2007.

The financial audit objectives were io:

s Express an opinion on the financial statements based on our audit, conducted in
accordance with standards applicable to financial audits contained in Generally
Accepted Government Auditing Sfandards, issued by the Comptrolier General of
the United States.

s Verify that the financial statements were prepared in conformity with generally
accepted accounting principles for governmental funds. '

o As necessary, report on internal control over financial reporting weaknesses, as
well as noncompliance with applicable laws and regulations, and provide
recommendations for improving controls over the Fund’s operations.

This report is intended solely for the information and use of First 5 California and the
Legislature, and is not intended to be and should not be used by anyone other than the
specified parties. However, this report is a matter of public record and its distribution is not
limited. Requests for copies should be made fo First 5 California.

STAFF:

Richard R. Sierra, CPA
Manager

Jim Kong, CPA
Supervisor

Kytie Le
Regina Lee
Amy Dieng
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Ms. Kris Farry, Execulive Director
First 5 California

2389 Gateway Ozks Drive, Room 260
Sacramento, CA 95833

Y= TaTatked

Statement of Revenues, Expenditures, and Changes in Fund Balance of the Children and
Families Trust Fund and related accounts (Fund), for the fiscal year then ended. Thess
financial statements are the responsibility of First 5 California’s management. Our responsibility
is to express an opinion on these financiai statements based on our audit.

Except as discussed in the following paragraph, we conducted our audit in accordance with
Generally Accepted Government Auditing Standards (GAGAS), issued by the Comptrolier
General of the United States. Those standards require that we pian and perform the audit to
provide reasonable assurance as to whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting
orinciples used and significant estimates made by management. We believe that our audit
provides a reasonable basis for our opinion.

In connection with our audit, there are certain disclosures required by GAGAS. Both the audited
entity and the Department of Finance, of which the Office of State Audits and Evaluations is &
unit, are part of the State of California’s Executive Branch, which GAGAS considers an
impairment of independence. Also, as required by various staiutes within the California
Government Code, the Department of Finance’s other units are mandated to perform certain
management and accounting functions. These activities impair independence. Although the
Department of Finance is statutorily obligated 1o perform these specific activities, we belisve
that sufficient safeguards and divisions of responsibility exist that would enable the reader of
this report to rely on the information contained herein.

in our opinion, the financial statements referred to above present fairly, in all material respecis
the financial position of the Fund as of June 30, 2007, and the results of operations and
changes in fund balance thereof for the fiscal year then ended, in conformity with accounting
principies generally accepied in the United States of America.

Internal Control Over Financial Reporting
In planning and performing our audit, we considered First 5 California’s internal control over

financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing our




opinion on the effectivenass of First 5 Califernia’s internal control over financiai reporting.
Accordingly, we do not express an opinion on the effectiveness of First 5 California’s internal
cantrol over financial reporting.

A confrol deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, o
prevent or detect missiatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficienciss, that adversely afiects First 5 Califernia’s
ability to initiats, authorize, record, process, or report financial data reliably in accordance with
generally accepted accounting principles such that there is more than a remote likelinood that a
misstatement of First 5 California’s financial statements that is more than inconsequential will
not be prevenied or detected by Firsi 5 California’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
resulis in more than a remote likelihood that a material misstateament of the financial statements
will not be prevented or detected by First 5 California’s internal control.

Our consideration of infernal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies
in internal control that might be significant deficiencies or material weaknesses. We did not
identify any deficiencies in internal control over financial reporting that we consider {o be
material weaknesses, as defined above.

Compliance and Other Matters

As part of oblaining reasonabie assurance about whether First 5 California’s financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, reguiations, contracts, and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial statemeni amounts.
However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required fo be reported under Generally
Accepted Government Auditing Siandards.

This report is intended solely for the information and use of First 5 California management, those
charged with governance, and the Lagislature, and is not intended o be used by anyone other than
these specified parties. However, this report is a matier of public record and its distribution is not
limited.

Original signed by:

Richard K. Sierra, CPA

Audit Manager, Office of State Audits and Evaiuations
(916} 322-2985

November 14, 2007
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OTES TO § INANCIAL

First 5 Caiifornia
Children and Families Trust Fund and Related Accounts
For the Fiscal Year Ended June 30, 2007

NOTE 1 Summary of Significant Accounting Policies
A. Definition of Reporting Enfity

The Children and Families Trust Fund and its related accounts (Fund} were
created by the California Children and Families Act of 1998 (Act).
Programmatic and fiscal oversight was placed with the California Children
and Families Commission {Commission). Subsequent {o the Act, legislation
was passed that provided for the Commission to be known as “First &
California.” The Act is intended to promote, support, and improve the early
development of children from the prenatal stage to five years of age. The
programs authorized by this Act are administered by First 5 California and by
county chiidren and familias commissions.

Effective January 1, 1999, Section 30131.2 of the Revenue and Taxation
Code authorized the State Board of Equalization (Board) to coliect 87 cents
for each cigarette pack distributed and a surtax on other tcbacco products.
Of the 87 cenis collected, 50 cents is allocated and deposited intc the Fund.
The remainder funds the Proposition 99 and Breast Cancer programs.

The Fund was established to provide funding for research and development,
education, training, and other functions specified in the Act. It primarily
functions as a pass-through account which transfers funds to the related
accounts according to allocation percentages established by the Act. The
county commissions receive 80 percent of the funding and First 5 California
receives 20 percent, which is allocated to seven separate accounts which
implement specific functions of the Act, as illustrated in the following table.




Allocation of Cigarette Tax Revenue

1(0634)

Aceount TZE?::{?E?@ Furpose
Counties Children 80% i This account is established for 80 percent of the funds
and Families - received in the California Children and Families Trust
Account (0585) ¢ Fund {0623} ic be aliocated and appropriated to county
i commissions and expended for the purposes authorized
i in accordance with each county’s strategic plan.
Mass Media a9, : This acoount provides funding for communications to the f:
“ Communications + general pubtic utilizing television, radie, newspapers, and
Account (0831) - other mass media furthering the goals and purposes :
¢ specified in the California Children and Families Act of
11898,
: Education Account ¢ 5%, This account provides funding for education goals and

purposes as specified in the California Children and

4 Families Act of 1998.

-%Chiid Care Account |

(0636)

3%

5 This account provides funding for child care goals and
i purposes as specified in the California Children and
i Families Act of 1988.

‘Research and

_ This account provides funding for research and

: 3% i

» Development ’ 1 deveiopment goals and purposes as specified in the

“ Account (36837} & California Children and Farnifies Act of 1298,

. Administration 1%, i This account provides funding for administrative costs _
: Account (06838) i and other purposes as specified in the California Children |
¢ and Families Act of 1898, f
i Unallocated 20, This account provides funding for any other purposes of

+ Account (0638) - the California Children and Families Act of 1998, except

| for administrative costs.

Each county commission receives a portion of the funds equal o the percentage
of the numbear of live births recorded in the relevant county for the most recent
reporting period in proportion to the entire number of live births recorded in
California for the same period. The live birth vital statistics are compiled by the
Department of Public Health. All expenditures must be incurred in accordance
with the provisions of the Health and Safety Code Section 130105 (d).

Basis of Presentafion—Fund Accounting

The Children and Families Trust Fund (Fund)} and related accounis are classified
as Other Governmenial Cost Funds for State of California financial reporting
purpeses. Other Governmenial Cost Funds are special revenue funds used fo
account for revenues restricted by law for specified purposes. The financial
statements are presented in accordance with generally accepted accounting

principles.




Measurement Focus and Basis of Accounting

The accompanying financial statements have bean prepared using a current
financial resources measurement focus and the modified accrual basis of
accounting. This measurement focus concenirates on transactions that increase
or decrease resources available for spending in the near future. Under the
modified accrual basis of accounting, revenues are recorded when they become
measurable and available fo finance expenditures of the current period.
Expenditures are recorded when the related liability is incurred.

. Budget and Budgetary Conirol

The accounting policies of First 5 California conform to the State Administrative
Manua! (SAM) based on the State’s budgetary provisions. Program funds are
continuously appropriated without regard 1o fiscal vear. First 5 California
management is responsible for exercising budgeiary control io ensure that
appropriations are not overspent at the fund level. The State Controller's Office
is responsible for statewide appropriation conirol and does not allow expenditures
in excess of authorized appropriations.

Cash and Pooled Investments

Cash in excess of current needs is deposited in the stale’s centralized treasury
system, which combines the halances of state agencies intc a single bank
account fo simplify cash management. The Surplus Money Investment Fund
(SMIF)} is managed by the Pooled Money Investment Board {(PMIBY. Siate
statutes, bond resclutions, and investment policy resolutions allow the PMIB io
invest in United States government securities, Canadian government securities,
state and municipal securilies, certificates of deposit, banker's acceplances,
commercial paper, corporate bonds, morigage loans and notes, cther debt
securities, repurchase agreements, equity securilies, real estate, investment
agreements, mutual funds, and other investments.

Each fund whose monies are deposiied in this pooled invesiment account has an
equity share in the balancs, with invesiment income allocated to participants
based on relative equity at month-end.

Revenue

Revenues consist of the cigaretie taxes coliected on sales of cigaretie packs and
other tobacco products, interest income earned on funds deposited in the SMIF,
rafunds from reverted appropriations, and unclaimed checks escheated tc the
issuing fund.

Compensated Absences

Liability for vested and unpaid vacation and annual leave is reporied as &
long-term liability on the government-wide financial statements. It is anticipated
that compensated absences will generally not be used in excess of a normal
year's accumulation. Unused sick leave balances are not included in




compensated absences hecause they do nol vest o emplovees. For further
information, refer to the State of California Comprehensive Annual Financial

Report.
H. Reafirement Plan

Regular employees of First 5 California are members of the California Fublic
Employees’ Retirement System (CalPERS), which is a defined benefit
contributory retirement plan. Retirement contributions by employees are set by
statute as a percentage of payroll (Tier | emplovees), or are zero (Tier i
emplovess). Retirement contributions are actuariaily determined under &
program where iotal confributions plus CalPERS’ investment earnings will
provide the necessary funds to pay retirement benefits when incurred. The
emplover ceniributions are included in the cost of personal services. For further
information, refer to the annual single audit of the State of California, and to the
CalPERS Comprehensive Annual Financial Report.

NOTE 2 Due TofFrom Other Funds

The Due To Other Funds account for the Fund represenis the cigaretie tax revenues
due o the other seven related accounis as described in Note 1. Additionally, the Due
To Other Funds for six of the seven other accounts® represents primarily the
allocations due to the Unallocated Account 0638 for the Schoo! Readiness Program
administered by First 5 California. Under this Program, First 5 California distributes
funds to eligible counties, in addition to the required 80 percent aliocation of cigaretie
taxes as provided in Note 1, 1o assist with the development of children ages 0 through
5 to ready them for school.

The balances of the Due To Other Funds category for each of the accounts are as

follows:
Account 0623:
Counties’ Chiidren and Families Account $ 82,894,845
Mass Media Communications Account 6,224,598
Education Account 5,187,165
Child Care Account 3,112,299
Research and Development Account 3,112,289
Administration Account 1,046,416
LUnallocated Account 2.074 866
Total Due To Other Funds $103.752.288
Account 0831:;
Unaliocated Account $ 3,530.828
Account 0834:
General Fund % 176,760
Unallocated Account 7,373,562
Total Due To Other Funds $ 7.550327

? The Counties’ Children and Families Account (0585) does not have any amounts due to other funds.




Account 0636;

Unallocated Account $.4,303,758
Account 0637:
General Fund % 1,040,694
Unsliocated Account 5,060 383
Department of Technology Services 116,830
Total Due To Other Funds $ 6,226,707
Account 0838;
General Fund § 163,821
State Compensation Insurance Fund 405
Service Revolving Fund 44 842
Department of Technology Services 44,168
Total Due To Other Funds $_ 253238
Account 0638:
General Fund $ 78554

The Due From Other Funds account represenis the amounts due from the Fund for
the cigaretie tax revenue allocations and SMIF interest. The balances of Due From
Other Funds for each of the accounts are as foliows:

Account G823:

Surplus Money Investment Fund $ 623,810
Cigarette Tax - Board of Equalization 358,607
Total Due From Other Funds $ 982 417
Account 0585:
Children and Families Trust Fund 882,594,845
Surplus Money invesiment Fund 66,257
Total Due From Other Funds $83.060.802
Account 0631:
Children and Families Trust Fund § 6,224 598
Surplus Money investment Fund 622,792
Total Due From Other Funds % 6 847 397
Account 0834:
Children and Families Trust Fund % 5,187,165
Surplus Money investment Fund 1,689,452
Total Due From Other Funds $ 68768617




NOTE 3

NOTE 4

Account 08386:
Children and Families Trust Fund
Surpius Monay Investment Fund

Total Due From Cther Funds

Account 0637:
Children and Families Trust Fund
Surplus Money investment Fund

Total Due From Other Fundas

Account 0638:
Children and Families Trust Fund
Surplus Money Investment Fund

Total Due From Other Funds

Account 0638
Children and Families Trusf Fund

Mass Media Communications Account

Educstion Account
Child Care Account

Rasearch and Development Account

Surplus Money investment Fund

Total Due From Other Funds

Fund Balance

The term fund bafance is defined as the excess of the assels of a fund over s
liabilities. Fart or all of the total fund balance may be reserved as a result of law or

$ 3,112,299
828,502

L2 g i

$ 3,940,801

$ 3,112,298

948,141

$.4.060,440

$ 1,037,433
312.946

$ 1.350.379

$ 2,074,866
3,530,828
7,373,562
4,303,758
5,069,383

123,055

$22.475.454

generally accepted accounting principles. Reserves represent those portions of the

fund balance that are legally segregated for specific uses.

Reserved for Encumbrances rapresents goods and services that are ordered, bul not

received, by the end of the fiscal year.

Reserved for Unencumbered Balances of Coniinuing Appropriations represents the

unencumbered balances of all appropriations for which the period of availability
extends beyond the period covered by this report. These appropriations are legally

segregaled for a specific future use.

Operating Transfers

Lagally authorized transfers befween state funds are reported on the Statement of
Revenues, Expenditures, and Changes in Fund Balance as “Operating Transfers

Out” or “Operating Transfers In,” and are accounted for as reductions or increases in

residual equity.
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NOTE 5

“Operating Transfers Out” reprasents the sum of the “Operating Transfers In” and the
statutorily required backfill of $18,500,000 for the Proposition 89 and Breast Cancer
orograms. The “Operating Transfers In” are calculated based on the applicable
nercentage of the Fund revenues, which include cigareiie taxes and SMIF interest
income. Balances are derived as follows:

Cigaretlte Tax Revenue $603,311,512
SMIF Interest Revenue 2,428,750
Board of Equalization State Cperations (7.237.393)
Total Operating Transfers Out 598,502,869
Backiill (18,500,000}
Total Operating Transfers In $.580,002,869

The Heailth and Safety Code Section 130105 requires the backfill of lost funding for
certain Proposition 99 and Breast Cancer Fund programs. Specifically, the Code
provides that the State Board of Equalization shall determine within one year of the
passage of this act the effect that additional taxes imposed on cigarettes and tobacco
products by this act has on the consumiption of cigareties and tobacco products in
this state. To the extent that a decrease in consumption is determined by the State
Board of Equalization to be the direct result of additional taxes imposed by this act,
the State Board of Equalization shall determine the fiscal effect the decrease in
consumption has on the funding of any Proposition 98 (the Tobacco Tax and Health
Protection Act of 1888) state health-related education or research programs in sffect
as of November 1, 1988, and the Breast Cancer Fund programs that are funded by
excise taxes on cigareties and fobacco products. Funds shall be transferred from
the California Children and Families Trust Fund to those affected programs as
necessary to offset the revenue decrease directly resulting from the imposition of
additional taxes by this acl. Such reimbursements shall cccur, and at such times, as
determined necessary io further the intent of this subdivision.

Subssguent Events

In January 2007, First 5 California identified unspent funds for First 5 San
Bernardino's Schooi Readiness Cycle 1, High Desert program. Pursuant o the
terms of the School Readiness Program’s Request for Funding for fiscal year
2006-07, any unspent distributed funds will roll over to the next year. However, First
5 California determined that the unspent balance of $828,341 at the end of fiscal
year 2006-07 was material and is requesting reimbursement of the balance. The
recovered funds may be used to reimburse program related expenditures in any of
the Cycle 2 programs for First 5 San Bernardino.

Additionally, First 5 California discovered that funds of $337,000 were distributed to
First 5 Kern in error. As a resuli, First 5 California is requesting reimbursement from
First & Kern for the overpayment. :
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